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The agreement in principle was for a mutual can-
cellation of respective claims. Since then, the claims
question has been discussed on a number of occasions with
the PRC, most recently during Secretary Kissinger's trip in
October. At present there are three unresolved issues:

a definition of the term "PRC nationals" in order to
define the PRC assets being assigned to the USG, the
problem of PRC assets held by third country banks, and
the question of bonds issued by previous Chinese Govern-
ment which are in default.

In June 1974 the Chinese gave us a sternly-worded
aide-memoire which rejected our suggestions for resolving
these three issues. It also claimed that we had rejected
China's proposal for a package settlement, questioned
the US sincerity in reaching an agreement, and withdrew
an offer Chou En-lai had made to Secretary Kissinger
that would have resolved the problem of PRC assets held
by third country banks. (Chou offered to give the USG
about $17 million to make up for the amount which the
Chinese claim has already been paid to them by third
country banks.)

Judging from the harshness of the June 1974 note, we
believe that the Chinese decided they did not want to
reach a settlement at that time. This judgment has been
reinforced by the uncompromising tone of the counterpart
discussions of this issue during Secretary Kissinger's
visits in November 1974 and this October.

We can only speculate as to why the Chinese adopted
this position. One possibility is that with a settlement
in sight they decided against concluding a formal inter-
governmental agreement with the US as long as relations
are not fully normalized. Domestic political debates and
rivalries may be involved, or the Chinese may have assigned
low priority to an agreement since they are already
getting most of what they want at the present time in
trade and economic relations with the US. They may have
decided that a claims/assets settlement should be part
of a package which includes MFN, on which they may seé
no possibility of near-term movement because of the
provisions of the 1974 Trade Act. Finally, they may have
peen concerned by the impact on other negotiations; for
example, the UK last year presented the Chinese with a
1ist of private British claims totalling 350 million pounds,
although the UK has not pressed the matter.
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During Secretary Kissinger's visit in October, we
tabled some proposals that were as forthcoming as we
could make them without running the risk that the settle-
ment would reduce the amount available to reimburse
American claimants below the level acceptable to Congress,
which must approve the settlement and pass legislation
to implement the agreement. Recent Congressional rejection
of a claims settlement with Czechoslovakia that was more
favorable for the US claimants involved than the one
we are discussing with the Chinese (42 cents on the dollar
versus 38 cents on the dollar) makes this a particularly
important consideration.

Chinese Position

The Chinese apparently view a settlement of the claims/
assets question as a concession to us. Although they
have agreed in principle to a settlement, they may have
had some second thoughts. At any rate, they take the
position that it is up to us to meet their demands on
the remaining issues. They are unsympathetic to or do
not understand our legal difficulties. The Chinese have
indicated that a settlement can be arrived at quickly on
their terms, but that a settlement is not essential and
can wait indefinitely. They assert that one of our pro-
posals (certain phrasing we need for legal and legislative
reasons) would subject Chinese to US laws. While one could
stretch our position to fit this charge, the argument seems
primarily a pretext for their unwillingness to reach a
settlement now.

US Position

A settlement would have considerable political value
as a symbol of forward movement in our relations. (The
issue has received considerable publicity in the Us.)
Moreover, a settlement would allow us to take further steps
in our commercial relations in areas such as trade pro-
motion (i.e. trade exhibitions), banking, shipping, and
aviation which in themselves would symbolize forward move-
ment in our relations. Although these steps would probably
have only a mild impact on our overall trade with the PRC,
they would be of direct benefit to those sectors whose
business dealings with the PRC are hindered or precluded
by the lack of settlement.

At the same time we have a responsibility to the US
nationals who have claims against the PRC. Despite the
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political and economic value of reaching a settlement, we
have to reach a settlement that fairly represents the
interests of the claimants and is acceptable to Congress.
Agreeing to the Chinese terms would run a serious risk

of having a settlement that is unacceptable to Congress
and the claimants, thus stirring up a controversy that
could lessen support for our China policy. Our proposals
put forward in October represented a sincere effort to
meet as much as possible Chinese concerns while preserving
a satisfactory settlement.

Department of State
Novemker 1975




















































































